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Gesk o p e r a t i c n s  s i n c e  t h e  October m e t i n g  sought  t o  

achieve  the  s l i g h t l y  l e s s e r  degree  cf  r e se rve  r e s t r a i n t  d e s i r e d  by 

t h e  Committee s i n c e  r i d - s e p t e n t e r .  Monetark aggregates  cont inued 

t o  be r e m r k a b l y  wel l  behaved, r u n n i n g  j u s t  a tou t  a s  d e s i r e d  f c r  

M-2 and M-3 and heaker than exFected t o r  M-1. Meantin.�, t he  

eccnony cont inued t o  show s t r e n g t h  k h i l e  i n f l a t i o n  rena ined  

subdued. hha t  r i g h t  have been a n  unusually t r a n q u i l  Fer iod  f o r  

6omest ic  f i n a n c i a l  markets was d i s t u r b e d ,  however, by f a i l u r e  of 

t h e  Congress t o  a c t  on a d e b t  lirrit inc rease ,  causing t h e  Treasury 

t o  de lay  ane reshaFe i t s  f inanc ing  oFera t ions ,  end p ro tab ly  

c o n t r i t u t i n g  a t i t  t o  a n.oderate r i s e  i n  mst in te rmedia te  and 

longer  term i n t e r e s t  r a t e s  over t h e  i n t e r v a l .  

Heekly nonborrowea r e s e r v e  ob jec t ives  a i r e a  c o n s i s t e n t l y  

f o r  $650 t i l l i o n  of adjustment  and seasonal  borrowing, a n.easure 

of r e s t r a i n t  t h a t  was exFectea t o  t e  assoc ia ted  with Federa l  f u n d s  

t r a d i n g  i n  a 5 1/4-9 1/5 p e r c e n t  range. Actual torrowing l e v e l s  

va r i ed  trorn t h e  o b j e c t i v e ,  running sor.e%hat t o  the  low s i d e  

through most of the  pe r iod ,  b u t  t h e n  c l i r t i n g  t o  a keekly average 

a l i t t l e  over $ 1  b i l l i o n  i n  t h e  l a t e s t  keek, and remaining i n  t h a t  

a r ea  so f a r  t h i s  week. A n  average  fo r  t h e  Feriod would.  be q u i t e  

c l o s e  t o  t h e  d e s i r e d  $650 n i l l i o n .  For t he  nost p a r t ,  weekly 

d e v i a t i o n s  r e s u l t e d  frorr end-of-heek r i s s e s  i n  r e se rve  p ro jec 

t i o n s .  M e a n t h e ,  weekly average Fecera l  f u n Z s  r a t e s  were 

e x c e p t i o n a l l y  s t eady  vary ing  by only a few b a s i s  F o i n t s  fron 

9 3/8 percent--a  shade below t h e  9 1/2 percent  c e n t r a l  tendency 

through most of SeFtemker. 
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The S y s t e m ' s  F o r t t c l i o  s h o r e d  l i t t l e  net chanse  i n  

o u t r i g h t  h o l c i n s s  f o r  the f u l l  p e r i c d .  The D e s k  pu rchasec  a t o u t  

$1 t i l l i o n  of T r e a s u r y  b i l l s  f r o t  f o r e i g n  a c c c u n t s ,  b ~ ta l s c  

Ferni t tec  $700 m i l l i o n  of t i l l s  t o  me tu re  h i t h o t i t  r ep lace r ren t  hhen 

i t  aFFea rec  f o r  a time t h a t  a r e s e r v e  a b s o r F t i o n  h a s  i n  o r d e r .  

T h a t  p a r t i c u l a r  b i l l  run-of f  c o i n c i d e d ,  f o r t u i t o u s l y ,  k i t h  t h e  

T r e a s u r y ' s  need t o  c u t  back  on a p a r t i c u l a r  till a u c t i o n  because  

cf d e b t  c e i l i n g  c o n s t r a i n t s .  Soon a f t e r  w e  cor r i t t ea  f o r  t h e  

run -o f f  i t  was l e a r c e d  t h a t  o t h e r  f a c t o r s  w o u l t  t e  d r a i n i n g  

r e s e r v e s  u n e x s e c t e d l y ,  so we began r e b u i l d i n g  o u t r i g h t  h c l 6 i n g s  

a g a i n .  k o s t  d a y s  i n  t h e  p e r i o d  saw t h e  C e s k  e i t he r  Fass ing  

th rough  customer r e F u r c h a s e  a s r e e n t e n t s  t o  t h e  E a r k e t  or a r r a n g i n g  

t h e  S y s t e r r . ' ~own a g r e e t e n t s .  Cn one 2 a y ,  f o l l o u i n g  a n  unexpected

l y  l a r g e  p r o v i s i o n  o f  reserves t e c a u s e  of a Reserve Eank oFer

a t i c n a l  F r o t l e n  he a r r a n g e d  a l a r g e  vo1un.e of n . a t c h e c  sa l e -Fur -

c h a s e  t r a n s a c t i o n s  i n  t h e  market .  

I n t e r e s t  r a t e s  see-sabed u n d e r  d i v e r s e  i n f l u e n c e s  d u r i n g  

t h e  i n t e r r e e t i n g  p e r i o d ,  mainly end ing  u~ k i t h  s l i g h t  t o  roderate 

i n c r e a s e s .  h h i l e  a v e r a g e  F e d e r a l  f u n d s  r a t e s  ecged o f f  s l i g h t l y  

and t h e n  h e l d  s t e a d y ,  t h i s  i n  i t s e l f  was a d iSaFF0in tKent  t o  Some 

i n  t h e  rrarket who h a r t o r e d  e x F e c t a t i o n s  t h a t  f u n d s  kou ld  d r i f t  

eoun toward 9 F e r c e n t .  E i s a F F o i n t r e n t  h a s  a c c e n t u a t e d  hhen 

p u b l i c a t i o n  of  t h e  August  F o l i c y  recorc f a i l e d  t o  disclose 

r e f e r e n c e  t o  a p o s t - n e e t i n g  decision t o  seek s l i g h t l y  e a s i e r  

c o n d i t i o n s ,  which sone o t s e r v e r s  a s s u u e d  had  occur red .  Ad6ing t o  

s a r k e t  c a u t i o n ,  were t h e  r e F o r t s  of  s t r o n g e r  than  exFec ted  

tus iness  exFans ion ,  w h i l e  l a t e r  i n  t h e  F e r i o c  t h e  r e s h u f f l i n g  of  
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the Treasu ry ' s  c c u ~ c cauct ion causec coccern aCcut the  need to 

conpress s t i l l - l a r g e  neecs i n t o  a s h c r t e r  Fericc. cf t i n e .  

In t e r sFe r see  w i t h  t hese  concerns , though , t h e  ccnt inueo n.cderation 

of  the  aggregates  provided scne rncocrascn,ent ,  and i n  t h e  f i n a l  

days of t he  pe r iod ,  khen t h e  l r e a s u r y ' s  rescheduled a u c t i o n s  had 

f i n a l l y  been  conple ted ,  a nore conf iden t  f e e l i n g  e rerged  i n  t h e  

r a r k e t .  A D e s k  o rder  t o  buy nea r ly  $1t i l l i o n  of coupon issues 

fo r  a fore ign  c e n t r a l  tank a l s c  helped t h e  a t rcsFhere .  

Cn balance,  Treasury coupon issues rraturing i n  a t o u t  two 

years  here s c a r c e l y  change6 i n  y i e l d  f o r  t h e  per iod ,  k h i l e  longer  

issues rose  about  1 0  t o  2 5  b a s i s  po in t s .  Dealers  have t aken  on 

s i z a b l e  i n v e n t o r i e s  of the  jus t -auc t ioned  &oven:ter re funding  

issues t u t  i n  t h e  t e t t e r  a t roephere  of t h e  l a s t  couFle o f  days 

they s e e t  f a i r l y  conten t  w i t h  t h e r .  

In the  s h o r t e r  tern: s e c t o r ,  Treasury till r a t e s  have 

change6 l i t t l e  on balance s ince e a r l y  Octcter. l h e r e  % a s  a d i p  i n  

l a t e  Octcter when the  l r e a s u r y  s l a shed  its keekly t ill  o f f e r i n g  

sharFly t ecause  of debt  1 i n . i t  c c n s t r a i n t s ,  b u t  r a t e s  soon 

rebounded a s  more nornal  issuance resurec .  l h r e e  and s i x - r c n t h  

auc t ion  r a t e s  today averased an e s t i n a t e d  8 . 7 7  and 0 . 9 1  p e r c e n t ,  

contpared k i t h  8 . 7 2  and 8 . 9 2  percen t  on Cctober 3. Rates on CCS 

and conniercial FaFer a l s o  changed l i t t l e  over t h e  i n t e r v a l ,  

inching up a t o u t  5-15 b a s i s  po in t s .  There is  a t a r e l y  p e r c e p t i b l e  

widening i n  t he  spread of CCs over Treasury tills, t u t  one needs a 

nicroscope t o  see i t ,  and i t  nay have more t o  co K i t h  s c a r c i t i e s  

of b i l l s  than w i t h  a shunning of bank o b l i g a t i o n s .  Cn t h e  other 

hand, I have heard t h e  coment  Fore than once t h a t  i f  banks were 
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having  t o  F l a c e  any a F F r e c i a t l e  r e l i a n c e  on t h e  CD n a r k e t  a s  a 

s o u r c e  of furies, we would F robab ly  t e  s e e i n g  a c c n s i d e r a t l e  

w i d e n i n g  of  s p r e a d s  r e f l e c t i n g  c o n c e r n  a t o u t  t h e  i n t e r n a t i o n a l  

Icar! F ic ture .  

p.s t o  t h e  m a r k e t ' s  n e a r - t e r r a  r a t e  o u t l o o k ,  t h e  b u l k  of 

o F i n i o n  c e n t e r s  on no s i g n i f i c a n t  change .  A dwind l ing  few a r e  

s t i l l  l o o k i n g  f o r  r a t e  d e c l i n e s  i n  v i e w  of t h e  good p e r f o r m a n c e  o f  

t h e  a g g r e g a t e s  and of  i n f l a t i o n ,  and  a f e e l i n g  t h a t  t e c h n i c a l  

f a c t o r s  have r e c e n t l y  h e l d  r a t e s  h i g h e r  t h a n  t h e y  o u g h t  t o  t e .  

Another  n . i n o r i t y  g rouF  looks  f o r  some i n c r e a s e ,  FerhaFS t y  y e a r -

end ,  a s  credi t  demands from a s t r e n g t h e n i n g  economy come i n t o  

g r e a t e r  c o n f l i c t  w i t h  s t i l l  e x c e s s i v e  T r e a s u r y  r e q u i r e s e n t s .  E u t  

k O s t  a r e  i n  t h e  midd le ,  s e e i n g  a rough b a l a n c e  of p l u s  and  minus 

f a c t o r s .  

Ac t ion  on t h e  T r e a s u r y ' s  d e b t  lir.it i s  e x F e c t e d  any  c a y  

now, b u t  i ts  p r e c i s e  t i m i n g  is u n c e r t a i n  a n 6  k i t h o u t  i t  t h e  

T r e a s u r y ' s  p c s i t i o n  r e t a i n s  v u l n e r a b l e .  t j n l i k e  o t h e r  r e c e n t  d e b t  

lit.it c r i ses ,  when t h e  i r r r .e<ia te  r e v e r s i o n  t o  a lor Ferr ranent  

c e i l i n g  p r e c l u a e d  even  t h e  g o s s i b i l i t y  of  r e f u n d i n g  m a t u r i n g  

issues ,  t h e  p r e s e n t  s i t u a t i o n  is o n e  of b u q i n g  a g a i n s t  t h e  

$1,389 b i l l i o n  c e i l i n g  e n a c t e d  i n  F e r n a n e n t  f o r t  l a s t  s p i n s .  

Thus r a t h e r  t han  f a c i n g  a c l e a r  D-date  t h a t  would.  be  l i k e  a S t e e F  

p r e c i p i c e ,  t h e  F r e s e n t  s i t u a t i o n  is n o r e  comparable  t o  b e i n g  mired 

i n  a swamF, anti hopping  fron. rock t o  r o c k  for a n  u n c e r t a i n  w h i l e .  

Tororrow is a c r i t i c a l  ba te  t e c a u s e  t h e  T r e a s u r y  is b o t h  UF 

a g a i n s t  t h e  deb t  c e i l i n g  and n e a r l y  o u t  ot  cash. Cn t h e  l a t e s t  

estinates t hey  can  just a tou t  rake i t  t h r o u g h  torr.orrow, which 
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s h o u l d  t e  t h e  c a s h  lcu F o i n t  u n t i l  t h e  o F e n i n g  days o f  Cfcenter 

khen  a f r e s h  rcunc of o u t F a y n . e n t s  ( n o s t l y  s o c i a l  s e c u r i t y )  h i l l  

e x h a u s t  t h e i r  c a s h  a g a i n .  F r e c i s e l y  h o x  l o n g  t h e y  can l b s t  i n t o  

Eecen,ter k o u l d  BeFend i n  p a r t  c n  k h i c h  spec ie1  n e a s u r e s ,  or 

g i r r i c k s ,  t h e  T r e a s u r y  r i g h t  b e  a b l e  and k i l l i n g  t c  eR.FlOy. 

Kr. C h a i r m a n ,  present  p r o j e c t i o n s  o f  reserve needs f o r  

t h e  uFcoming i n t e r t e e t i n g  F e r i O d  i n d i c a t e  t h a t  t h e  need for  

reserve a d d i t i o n s  n i g h t  wel l  e x h a u s t  t h e  s t a n d a r d  $4 b i l l i o n  

i n t f r t e e t i n g  l e e w a y  i n  t h e  Conmittee's a u t h o r i z a t i o n  t o  t h e  C e s k .  

I r e c o m e n c  t h a t  t h e  l e e k a y  f o r  c h a n g e  i n  o u t r i g h t  h o l d i n g s  

b e t w e e n  n e e t i n g s  b e  ra isea t e m p o r a r i l y  t o  $ 5  b i l l i o n .  



Notes for FOMC Meeting
November 15, 1983 

Sam Y. Cross 

1. Given t h e  widespread e x p e c t a t i o n s  of f u r t h e r  

d e c l i n e s  i n  t h e  d o l l a r  a t  t h e  time of your las t  meet ing,  t h e  

d o l l a r  has  demonstrated s u r p r i s i n g  s t r e n g t h  i n  t h e  l as t  several 

w e e k s .  A f t e r  d e c l i n i n g  i n  t h e  f i r s t  week of October ,  t h e  

d o l l a r  r eve r sed  cour se .  I n t e r n a t i o n a l  d i s t u r b a n c e s  i n  a number 

of l o c a t i o n s  around t h e  world he lped  t o  s u p p o r t  t h i s  

s t r e n g h t e n i n g  tendency of t h e  d o l l a r  for most of t h e  remainder 

of t h e  pe r iod .  S i n c e  your l a s t  meet ing,  t h e  d o l l a r  r o s e  on 

ba lance  by about  2 p e r c e n t  a g a i n s t  t h e  mark and most o t h e r  

c o n t i n e n t a l  currencies, and by a l i t t l e  less  t h a n  1 p e r c e n t  

a g a i n s t  t h e  yen. 

2 .  Renewed ev idence  of a v igo rous  recovery  i n  t h e  

Uni ted  S t a t e s  l e d  exchange market p a r t i c i p a n t s  t o  doubt  t h e r e  

was room f o r  f u r t h e r  d e c l i n e s  i n  i n t e r e s t  r a t e s .  I n  f ac t ,  

s h o r t - t e r m  U.S. i n t e r e s t  rates d id  stop d e c l i n i n g  and long-term 

r a t e s  r o s e  moderately.  A t  t h e  same t ime,  t h e  e r u p t i o n  of 

p o l i t i c a l  and m i l i t a r y  c o n f l i c t s ,  i n  t h e  P e r s i a n  Gul f ,  i n  

Lebanon and i n  t h e  Caribbean r a i s e d  market e x p e c t a t i o n s  of 

"safe-haven"  f lows  i n t o  t h e  d o l l a r .  
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3 .  These circumstances prompted market professionals 

to buy dollars to cover their short-dollar positions 

established earlier on the anticipation of continued dollar 

declines. This adjustment of positions may have been 

sufficient to move the dollar up; thus far we have little 

concrete evidence that large-scale capital flows actually 

materialized. 

4 .  In Germany, the Bundesbank apparently accepted the 

implications of the dollar's move on the German mark in view of 

the improvement in the German inflation picture relative to the 

late summer. The growth of the Germen money stock, while still 

somewhat above target, has slowed down in the last two months. 

However, the authorities were concerned about repercussions 

emanating from the problems of Schroeder, Meunchmeyer, Hengst h 

Company and intervened on several days, to calm the markets. 

4 .  In Japan a package of measures was announced by the 

government in the latter half of October, aimed at stimulating 

the economy. The program included a 1/2 percentage point cut 

in the discount rate, accompanied by strong statements by the 

Bank of Japan that the yen would be defended. Subsequently, as 

the dollar firmed across the board, the Japanese were concerned 

that their currency was particularly vulnerable, in view of the 
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recent  d iscount  r a t e  c u t ,  and accordingly,  intervened t o  

support the yen.  The Japanese a u t h o r i t i e s  asked t h a t  t h e  U.S. 

j o i n  them i n  corrdinated in tervent ion ,  and, i n  response t o  t h i s  

request  the D e s k  a l s o  intervened on two trading days to 

purchase $ 2 9 . 6  m i l l i o n  equivalent  of yen,  sp l i t  evenly between 

t h e  U . S .  Treasury and t h e  Federal  Reserve. 



-- 
-- 

-- 
-- 

E.M. Truman 
Nov. 15,  1983  

B r i e f i n g  o n  t h e  I n t e r n a t i o n a l  D e b t  S i t u a t i o n  

M r .  Cha i rman ,  t h e  s i t u a t i o n  o f  t h e  m a j o r  i n t e r n a t i o n a l  

b o r r o w e r s  t o d a y  i s  n o t  e a s y  t o  c h a r a c t e r i z e .  As i n  t h e  c a s e  o f  

t h e  famous  v i e w e r  o f  t h e  g l a s s  o f  w a t e r ,  one  c a n  j u s t i f y  b o t h  

p e s s i m i s m  a n d  o p t i m i s m .  F rom t h e  p e r s p e c t i v e  o f  t h e  h a l f  empty 

g l a s s ,  e i g h t  o f  t h e  t e n  l a r g e s t  b o r r o w e r s  among t h e  O P E C  and  

non-OPEC d e v e l o p i n g  c o u n t r i e s  and t h e  E a s t  E u r o p e a n  c o u n t r i e s  

f a c e  s e r i o u s  e x t e r n a l  f i n a n c i n g  p r o b l e m s  S o u t h  K o r e a  a n d  

I n d o n e s i a  a r e  t h e  c u r r e n t  e x c e p t i o n s .  F o u r  i m p o r t a n t  b o r r o w e r s  

A r g e n t i n a ,  B r a z i l ,  P e r u ,  a n d  t h e  P h i l i p p i n e s  a r e  i n  t h e  p r o c e s s  o f  

r e c o n s t r u c t i n g  t h e i r  I M F - a p p r o v e d  economic  s t a b i l i z a t i o n  p rog rams .  

I n  a t  l e a s t  f i v e  c o u n t r i e s  A r g e n t i n a ,  

P h i l i p p i n e s  and V e n e z u e l a  t h e  p r o c e s s  

r e e s t a b l i s h i n g  s u c h  p r o g r a m s  c o i n c i d e s  w 

t r a n s i t i o n .  A l l  o f  t h e  b o r r o w i n g  c o u n t r  

r e a l  e c o n o m i c  g r o w t h ,  b u t  I w o u l d  s i n g l e  

V e n e z u e l a  i n  t h i s  r e g a r d .  

B r a z i l ,  N i g e r i a ,  t h e  

o f  e s t a b l i s h i n g  o r  

t h  a p e r i o d  o f  p o l i t i c a l  

es  a r e  d e s p e r a t e  f o r  some 

o u t  C h i l e ,  M e x i c o ,  and 

F rom t h e  p e r s p e c t i v e  o f  t h e  h a l f  f u l l  y l a s s ,  a m a j o r  

i n t e r n a t i o n a l  f i n a n c i a l  d i s a s t e r  has  y e t  t o  o c c u r .  S e v e r a l  

c o u n t r i e s  h a v e  made i m p o r t a n t  p r o g r e s s  i n  t h e i r  s t a b i l i z a t i o n  

p r o g r a m s  d u r i n g  t h e  p a s t  y e a r ;  C h i l e ,  M e x i c o  and Y u g o s l a v i a  a r e  

t h r e e .  I a l s o  t h i n k  i t  i s  f a i r  t o  s a y  t h a t ,  t o  d a t e ,  e a c h  

b o r r o w i n g  c o u n t r y  i s  c o o p e r a t i n y  i n  i t s  own way w i t h  t h e  

i n t e r n a t i o n a l  b a n k i n g  c o m m u n i t y  and  w i t h  t h e  i n t e r n a t i o n a l  

f i n a n c i  a1  i n s t i t u t i o n s .  
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B r a z i l  r e m a i n s  a t  t h e  t o p  o f  e v e r y o n e ' s  w o r r y  l i s t .  

However ,  a f t e r  c o n s i d e r a b l e  d e l a y ,  t h e  B r a z i l i a n  economic  

s t a b i l i z a t i o n  p r o g r a m  a p p e a r s  t o  b e  a b o u t  b a c k  on t r a c k .  A f t e r  

t h e  e a r l i e r  d e f e a t  o f  a d e c r e e  l a w  on wage i n d e x a t i o n ,  a m o d i f i e d  

l a w  was a p p r o v e d  l a s t  week b y  t h e  B r a z i l i a n  C o n y r e s s .  b e c a u s e  

t h i s  new l a w  o f f e r s  l e s s  p r o m i s e  o f  wage r e s t r a i n t  t h a n  t h e  

o r i g i n a l  l a w  and  b e c a u s e  t h e  r a t e  o f  i n f l a t i o n  i n  B r a z i l  a p p e a r s  

t o  b e  e v e n  h i g h e r  t h a n  had  b e e n  e a r l i e r  p r o j e c t e d  a d v a n c i n y  a t  

an a n n u a l  r a t e  o f  a b o u t  2 2 5  p e r c e n t  o v e r  t h e  f i r s t  t e n  m o n t h s  o f  

1983 t h e  Fund has a s k e d  f o r  f u r t h e r  m o d i f i c a t i o n s  i n  t h e  b a s i c  

p rog ram;  t h a t  i s  t o  s a y  i n  m o n e t a r y  and f i s c a l  p o l i c y .  Ag reemen t  

h a s  a p p a r e n t l y  been  r e a c h e d  o n  t h o s e  m o d i f i c a t i o n s .  

The b a n k s  a r e  w e l l  o n  t h e i r  way t o  o b t a i n i n g  a " c r i t i c a l  

mass"  o f  c o m m i t m e n t s  t o  p r o v i d e  t h e  $6.5 b i l l i o n  i n  new money t h a t  

i s  needed  f o r  t h e  b a l a n c e  o f  1983  and 1984,  t h o u g h  t h e r e  a r e  many 

r e l u c t a n t  p a r t i c i p a n t s  among t h e  b a n k s  i n  t h i s  c o u n t r y  and  ab road .  

The g o v e r n m e n t s  a p p e a r  t o  b e  p r o c e e d i n g  a b i t  more  s l o w l y  i n  

r e a c h i n g  a g r e e m e n t  o n  $2.5 b i l l i o n  i n  e x t r a o r d i n a r y  e x p o r t  c r e d i t s  

and g u a r a n t e e s  t o  s u p p o r t  t h e  B r a z i l i a n  p rog ram,  b u t  s u c h  an 

a g r e e m e n t  w i l l  b e  r e a c h e d .  T h e r e  w i l l  a l s o  be  a P a r i s  C l u b  

r e s c h e d u l i n g  o f  o f f i c i a l  d e b t ,  w h i c h  may i n v o l v e  as much as $ 3  

b i l l i o n .  The new B r a z i l i a n  p r o g r a m  i s  e x p e c t e d  t o  go t o  t h e  IMF 

E x e c u t i v e  B o a r d  f o r  a p p r o v a l  b e f o r e  T h a n k s g i v i n g ,  w i t h  a 

r e s u m p t i o n  o f  t h e  IMF d i s b u r s e m e n t s  l a r g e l y  t o  p a y  o f f  t h e  B I S  

a t  t h e  e n d  o f  t h e  month .  The b a n k s  a r e  e x p e c t e d  t o  make $4.9 

b i l l i o n  i n  g r o s s  d i s b u r s e m e n t s  b e f o r e  t h e  end  o f  t h e  y e a r ,  w h i c h  
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w i l l  l a r g e l y  b e  u s e d  t o  c l e a r  up  a r r e a r s  and pay  back  b r i d g e  l o a n s  

e x t e n d e d  a t  t h e  e n d  o f  1982.  

A r g e n t i n a  i s  g o i n g  t h r o u g h  a b i t  o f  h i a t u s  f o l l o w i n g  i t s  

e l e c t i o n s  o n  O c t o b e r  30. A f t e r  d e l a y i n g  t h e  c o m p l e t i o n  o f  t h e i r  

n e g o t i a t i o n s  f o r  much o f  t h e  f i r s t  e i g h t  m o n t h s  o f  t h e  y e a r ,  t h e  

b a n k s  w e r e  c o n s i d e r a b l y  m o r e  a c t i v e  i n  t h e  m o n t h s  l e a a i n y  up t o  

t h e  e l e c t i o n s ,  c o m p l e t i n g  s e v e r a l  p i e c e s  o f  t h e  f i n a n c i a l  package .  

On t h e  e x t e r n a l  s i d e ,  A r g e n t i n a  h a s  made some p r o g r e s s  o v e r  t h e  

Pas y e a r ,  r e d u c i n g  i t s  a r r e a r s ,  r e d u c i n g  i t s  c u r r e n t  a c c o u n t  

d e f  c i t ,  and  r e g u l a r i z i n g  i t s  e x t e r n a l  d e b t  s i t u a t i o n .  However ,  

i n f  a t i o n  i s  r u n n i n g  a t  m o r e  t h a n  350  p e r c e n t  on  a y e a r - o v e r - y e a r  

d eb a s  s, and  t h e  c o u n t r y  i s  - f a c t o  o u t  o f  c o m p l i a n c e  w i t h  i t s  

I M F - a p p r o v e d  a d j u s t m e n t  p r o g r a m .  D e s p i t e  t h e  r a t h e r  e n c o u r a g i n g  

o u t c o m e  t o  t h e  r e c e n t  e l e c t i o n s  n A r g e n t i n a ,  i t  c o u l d  w e l l  b e  

many m o n t h s  b e f o r e  a n  a c c e p t a b l e  e c o n o m i c  p r o g r a m  i s  e s t a b l i s h e d  

b y  t h e  new g o v e r n m e n t .  M e v e r t h e  ess ,  one h a s  t h e  s e n s e  t h a t  t h e  

s i t u a t i o n  i n  A r g e n t i n a  i s  g e n e r a l l y  u n d e r s t o o d  a n d  manageab le .  

I n  c o n t r a s t ,  t h e  s e r i o u s n e s s  o f  t h e  e c o n o m i c  ana 

f i n a n c i a l  s i t u a t i o n  i n  t h e  P h i l i p p i n e s  i s ,  I b e l i e v e ,  much l e s s  

f u l l y  a p p r e c i a t e d .  The c o u n t r y  i s  e s s e n t i a l l y  o u t  o f  r e s e r v e s  

down t o  i t s  l a s t  A g r e e m e n t  h a s  n o t  y e t  been  r e a c h e d  

on  w h a t  s t e p s  a r e  n e c e s s a r y  t o  r e s t o r e  t h e  o p e r a t i o n  o f  a n  

I M F - a p p r o v e d  e c o n o m i c  s t a b i l i z a t i o n  p rog ram,  t h o u g h  a g r e e m e n t  may 

b e  r e a c h e d  w i t h  t h e  I k F  management t h i s  week. A f t e r  a g r e e m e n t  i s  

r e a c h e d  w i t h  t h e  IMF, t h e  o t h e r  e x t e r n a l  f i n a n c i n g  has  t o  b e  

w o r k e d  o u t ;  t h e  l a t e s t  e s t i m a t e s  o f  t h e  gap t o  b e  f i l l e d  a r e  on  
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t h e  o r d e r  o f  $ 2 - 1 / 2  t o  $ 3  b i l l i o n .  I w o u l d  n o t e  t h a t  U.S. b a n k s  

h a v e  a l a r g e r  s h a r e  o f  bank  c l a i m s  o n  t h e  P h i l i p p i n e s  more  t h a n  

4 5  p e r c e n t  t h a n  o n  a n y  o f  t h e  o t h e r  m a j o r  t r o u b l e d  b o r r o w e r s  

w i t h  o n e  e x c e p t i o n ;  t h e  s h a r e  o f  c l a i m s  o n  C h i l e  i s  m o r e  t h a n  5 0  

p e r c e n t .  

I d o  n o t  i n t e n d  t o  b o r e  y o u  w i t h  a n  e n d l e s s  s t r e a m  o f  

c a s e s ,  b u t  I do w a n t  t o  say  a f e w  w o r d s  a b o u t  M e x i c o .  E s p e c i a l l y  

i n  l i g h t  o f  t h e  p e s s i m i s m  o f  a y e a r  ago,  i t  i s  i m p o r t a n t  t o  n o t e  

t h e  p r o g r e s s  t h a t  M e x i c o  has  made i n  i t s  e c o n o m i c  s t a b i l i z a t i o n  

p r o g r a m .  M e x i c o  h a s  me t ,  so  f a r ,  a l l  o f  t h e  t a r g e t s  a g r e e d  w i t h  

t h e  IMF; we now e x p e c t  a c u r r e n t  a c c o u n t  s u r p l u s  o f  a t  l e a s t  $2.5 

b i l l i o n  t h i s  y e a r  i n  c o n t r a s t  w i t h  a $ 1 4  b i l l i o n  d e f i c i t  t w o  

y e a r s  ago  and  t h e  i n f l a t i o n  r a t e  has  d e c l i n e d  t o  a n  a n n u a l  r a t e  

o f  a b o u t  5 0  p e r c e n t  o v e r  t h e  t h r e e  m o n t h s  e n d i n g  i n  O c t o b e r ,  i n  

c o n t r a s t  w i t h  a r a t e  o f  175  p e r c e n t  e a r l y  i n  t h e  y e a r .  However ,  

t h e  r a t e  s h o u l d  b e  somewhat  h i g h e r  i n  t h e  l a s t  t w o  m o n t h s  o f  t h e  

y e a r .  M e x i c o  i s  w o r k i n g  w i t h  t h e  IMF o n  i t s  p r o g r a m  f o r  1984;  i t  

i s  e x p e c t e d  t o  i n v o l v e  $ 3 - 1 / 2  t o  $ 4  b i l l i o n  i n  new money f r o m  t h e  

i n t e r n a t i o n a l  c o m m e r c i a l  b a n k s  [ a t  a l o w e r  s p r e a d  t h a n  l a s t  y e a r ] ;  

t h e  G o v e r n m e n t  o f  M e x i c o  hopes  t h a t  t h e  p r o g r a m  w i l l  a l s o  s u p p o r t  

a r e s u m p t i o n  o f  m o d e r a t e  g r o w t h  and  b e  c o n s i s t e n t  w i t h  a f u r t h e r  

r e d u c t i o n  i n  i n f l a t i o n .  



JLKichline 
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FCMC Br i e f ing  

The economic expansion cont inues t o  move along a t  a 

s t rong  c l i p .  The s t a f f  once again has r a i s e d  i ts  near-term 

p r o j e c t i o n  of a c t i v i t y ,  expect ing real growth i n  t h e  c u r r e n t  

q u a r t e r  t o  be around 6-1/2 percent  annual rate, 1-1/2 per

centage  p o i n t s  higher  than  a n t i c i p a t e d  a t  t h e  l as t  meeting of 

the C o m m i t t e e .  For t h e  f u l l  year  t h e  economy seems l i k e l y  t o  

show real GNP growth of around 6-1/2 p e r c e n t  as well, t y p i c a l  

performance f o r  t h e  f i r s t  year  of recovery. Although t h e r e  

has  been some slowing i n  t h e  pace of expansion since sp r ing ,  

it is much less than  thought earlier and t h e  levels o f  

r e source  u t i l i z a t i o n  are appreciably h igher  than  had been 

pro jec ted .  

The s t rong s t a r t  on t h i s  q u a r t e r  w a s  i nd ica t ed  by t h e  

labor market report f o r  October which showed an i n c r e a s e  of 

320,000 i n  pay ro l l  employment, t h e  same monthly ga in  t h a t  has  

p reva i l ed  on average f o r  t h e  p a s t  h a l f  year.  The unemployment 

rate f e l l  1/2 percentage p o i n t  t o  8 . 8  percen t ,  i n  a s s o c i a t i o n  

w i t h  continued reduct ion  of workers on layoff  a s  w e l l  as a 

sha rp ly  reduced inflow t o  t h e  l abor  force .  P a s t  experience 

wi th  s i z a b l e  drops i n  t h e  unemployment rate and t h e  labor 

f o r c e  sugges ts  w e  could f i n d  l i t t l e  f u r t h e r  change i n  t h e  unem

ployment rate over t h e  nex t  month o r  t w o ,  bu t  t h i s  q u a r t e r  and 

throughout 1984 t h e  p ro jec t ed  unemployment ra te  averages 0.4 

percentage p o i n t  lower than  i n  t h e  previous fo recas t .  



- 2 -

I n d u s t r i a l  ou tpu t  cont inues t o  rise s t r o n g l y  although 

a t  a somewhat reduced ra te  from t h e  very l a r g e  inc reases  during 

t h e  sp r ing  and summer months. This  morning t h e  i n d u s t r i a l  pro

duc t ion  index f o r  October w a s  r e l eased  and it shows a ga in  of 

0 .8  percent - - l / t  pe rcen t  less than  i n  t h e  preceding month. 

Output i nc reases  were widespread and p a r t i c u l a r l y  notable f o r  

s t r e n g t h  of bus iness  equipment s e c t o r s ,  while growth i n  ou tpu t  

o f  cons t ruc t ion  s u p p l i e s  slackened and a u t o  assemblies dec l ined  

s l igh t ly - - l a rge ly  because of l imi t ed  p a r t s  shortages.  

The s t r e n g t h  of product ion o v e r a l l  i s  being fue l ed  by 

growth of o r d e r s  t o  meet both r i s i n g  c u r r e n t  sales and a n t i c i p a t e d  

sales. Inventory accumulation t h i s  q u a r t e r  appears  l i k e l y  t o  

be c o n t r i b u t i n g  cons iderably  t o  growth of a c t i v i t y ,  and w e  

expec t  it w i l l  be a major f o r c e  next q u a r t e r  as w e l l .  The 

f o r e c a s t  has i n v e n t o r i e s  r i s i n g  i n  l i n e  with sales a f t e r  t h e  

f i r s t  quarter, and i f  t h e  p a t t e r n  of accumulation p ro jec t ed  

does materialize it would be f a i r l y  t y p i c a l  of recovery pe r iods ,  

t h a t  is t h e  c o n t r i b u t i o n  t o  a c t i v i t y  peaks 4 o r  5 q u a r t e r s  

a f t e r  t h e  trough. 

On t h e  sales s i d e ,  to ta l  retail  sales rose  about 1 per-

cent  i n  October, a f e w  t e n t h s  less than  t h e  downward r ev i sed  

September f i g u r e s .  Auto sales picked up i n  October, e s p e c i a l l y  

f o r  imported models, and o t h e r  consumer goods r e g i s t e r e d  s o l i d  

ga ins .  Consumer incomes have been inc reas ing  cons iderably ,  g iven  

t h e  growth of employment, and retailers gene ra l ly  seem t o  expec t  

good sales over t he  hol iday  period. 
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I n  t h e  bus iness  f i x e d  investment area, shipments and 

o r d e r s  on average have been on t h e  upswing. Outlays f o r  equip

ment have been q u i t e  s t rong  and t h e r e  seems t o  be some revival 

o f  nonres iden t i a l  cons t ruc t ion ,  p a r t i c u l a r l y  commercial bui ld ing .  

For t h e  f u l l  year  of 1983, bus iness  investment spending w i l l  

l i k e l y  show a rise of over 8 pe rcen t  i n  real terms and we are 

f o r e c a s t i n g  a f u r t h e r  rise of n e a r l y  1 0  percent  during 1984 .  

T h i s  i s  a l a r g e r  rise than  now ind ica t ed  by private surveys of 

spending i n t e n t i o n s ,  bu t  w e  be l i eve  t h e  s t r e n g t h  of f i n a l  sales, 

r i s i n g  capac i ty  u t i l i z a t i o n ,  and l a r g e  cash flows w i l l  induce 

firms t o  en la rge  t h e i r  investment programs. 

The housing and expor t  sectors by c o n t r a s t  are t h e  

areas tending t o  damp expansion of o v e r a l l  a c t i v i t y .  Housing 

starts i n  September decl ined 14 p e r c e n t  from t h e  e leva ted  rate 

i n  t h e  month earlier while bui ld ing  permits dropped f u r t h e r .  

Home sales, however, picked up a l i t t l e  i n  September and mort

gage money from t r a d i t i o n a l  and non- t rad i t iona l  sources seems 

p l e n t i f u l  a t  s l i g h t l y  lower r a t e s  t han  p reva i l ed  i n  l a te  summer. 

I n  any event ,  w e  expect  t h e  c u r r e n t  level of mortgage rates t o  

be c o n s i s t e n t  with real estate a c t i v i t y  i n  t h i s  q u a r t e r  and n e x t ,  

l i t t l e  changed on balance from t h e  reduced pace of September. 

Exports  over t h e  near term a l s o  are expected t o  be s lugg i sh  i n  

view of t h e  slow pace of recovery abroad and t h e  cont inuing h i g h  

level of t h e  d o l l a r  i n  exchange markets. 
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The s t a f f  f o r e c a s t  o v e r a l l  b a s i c a l l y  has  a contour s i m i 

l a r  t o  t h a t  presented  a t  recent meetings, b u t  the near  term out-

look now seems apprec iab ly  s t r o n g e r  than  f o r e c a s t  p rev ious ly .  

That  add i t iona l  s t r e n g t h  i s  r e f l e c t e d  i n  h ighe r  l abor  and c a p i t a l  

resource u t i l i z a t i o n  over t h e  course of t h e  f o r e c a s t ,  and i s  also 

as soc ia t ed  wi th  a l i t t l e  less o p t i m i s t i c  view on i n f l a t i o n  pros

p e c t s ,  as d iscussed  i n  t h e  p re sen ta t ion  on i n f l a t i o n .  



FOMC 
SHAxilrod 
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For a year now, the federal funds rate range i n  the  directive has 

remained a t  6 to 10 percent, with effective use made of only the upper half 

of thatrange. The funds r a t e  averaged near 9-1/4 percent in Noventer '82, 

h i t  a low of around 8-1/2 percent i n  early 1983, and mst recently has 

traded around 9-3/8 percent. That s t ab i l i t y  has been accanpanied by a 

fa i r ly  substant ia l  swing from rapid to relat ively slow growth rates in  

narrow anj broad mnetary aggregates, with a l l  of the aggregates now w e l l  

within the longer-run ranges for 1983 adopted a t  mid-year. The s t a b i l i t y  

i n  the funds r a t e  has also accanpanied a strong rebound i n  the econany

a rebound no doubt aided by the Cannittee's willingness to acc-ate the 

considerable growth of M1 of late 1982 and the f i r s t  half of 1983. 

While mney growth w a s  rapid enough to encourage a strong cycl ical  

resurgence of the econany, even in  face of a rise i n  the demand f o r  money 

to hold re la t ive  to GNP, there may still be an element of su rp r i se  i n  the 

strength of W i f  one focuses instead on the level of real in te res t  rates. 

Many might have argued i n  late '82 and ear ly  '83 that a strong recovery 

required a lower level of real rates than  w e  seemed to  have had a t  the tine, 

and by implication lower naninal ra tes .  Not only w a s  the  funds ra te  high 

i n  rea l  terms against the then current r a t e  of inf la t ion,  but bond ra tes  

also seemed high in  real terms against the presumed reduction i n  expected 

ra tes  of inf la t ion that had taken place. Treasury a d  corporate bonds 

did not vary substant ia l ly  over the f i r s t  half of 1983 fran their 10-1/2 

and 11-7/8 peroent averages, respectively, of N o v e d r  '82. 

The strength of the recovery may, of course, ke taken as  evidence 

tha t  real rates were not i n  f a c t  particularly high when canpred with the 
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rea l  returns that might be anticipated by borrowers. A greater surge than 

anticipated i n  corporate p ro f i t s  may be one sign, fo r  example, that real 

returffi have teen strong. In d d i t i o n ,  the recovery has teen led by con

sumer spending, nuch of which is not  strongly influenced by interest rates-

with disposable incane fueled by a f i s ca l  de f i c i t  that the Government 

necessarily finances irrespective of the level of interest  rates.  Finally, 

there appears to have teen a pent-up demand for  housing, with willing bor

rcwers a t  mortgage ra tes  in the 12-1/2 to 13-3/4 percent  area. 

h e  question that may naturally arise now, as the recovery 

approaches its second year, revolves around whether interest  ra tes  pre

sent ly  are or are n o t  consonant with continued recovery at  a reasonable 

pace without regeneration of excessive inflationary pressures. Nominal 

ra tes  on corporate and Treasury bonds are  currently about 3/4 t o  1percent-

age point above Novemlzr '82 levels, while mrtgage ra tes  are a little 

lower. 

Whether t h i s  means that there has been some added restraint is 

not  an easy question, s ince  the answer depends i n  part on the  degree to 

which price expectations may have worsened and i n  par t  on whether borrcwers' 

expectations of the real r a t e  of return from investment have changed. 

Actual pr ice  performance has probably k e n  ktter than  would have been 

expected a year ago with so strong a recovery, but whether t h i s  has been 

traffilated i n t o  a view t h a t  inflationary pressures w i l l  remain danqed in to  

the  future is not very clear.  

inflationary a t t i tudes  are qu i t e  muted. 


f i r m  on exchange markets,  and precious metal prices have edged down over 


Sane t rad i t iona l  s ignals  of a worsening in  

The dol la r  has remained relat ively 

the past year. 

of t h e  yield curve over the  past  year, but only a little. 

However, there has been sane steepening i n  	the  upward tilt 

And a recent 
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survey of market participants indicates that, although upa rd  price expecta

tions are no higher than a year ago, there have been small steady u p a r d  

changes i n  price expectations since spring, suggesting that a revision in 

a t t i tudes  may be i n  process. In any event, continued strengthening of 

business spending plans, a t  current levels of naninal interest  rates, is 

not inconsistent w i t h  a view that the present level of real market ra tes ,  

whatever it may be, is not urduly restraining. 

Probably the sa fe s t  assumption is that present naninal in te res t  

rates imply real market ra tes  that are nat substantially higher than they 

were a year ago-and might j u s t  be i n  process of becaning lower i f  upard 

p r i m  expectations strengthen as the recovery continues into ear ly  next 

year a t  ye t  again an  unexgectedly rapid pace. That sort of assumption 

would not seem to argue strongly for  or against either an easing or tight

ening thrus t  of wnetary policy a t  t h i s  time. I f  inflationary expectations 

were clear ly  worsening it would argue for a tightening of reserve availa

b i l i t y ,  but as I noted evidence in  that respect is not clear. On the other 

hand, if the real return to capi ta l  were fa l l ing  because of reduced expecta

tions of sales and p ro f i t s  a t  current prices, t h a t  wculd argue fo r  sane 

easing of pressures on bank reserve positions, but businesses do not now 

s e e m  to be planning a s  i f  that is likely.  

The monetary aggregates are generally useful guides to policy i n  

such uncertain circumstances i n  the real econmy. They too--being w e l l  

within their longer-run range-are not suggestive of the need f o r  much 

change i n  policy thrust  over the near term. The weakness of M 1  re la t ive  to 

the short-run September-to-kcember path adopted a t  the l a s t  meeting probably 

represents i n  part  a n  unwinding of the e a r l i e r  build-up in  such mney 

balances re la t ive  to  GNP. While the drop of interest ra tes  i n  the l a t t e r  
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part of ‘82 no b b t  contributed to that build-up, I still believe that 

diminished confidence in  the econcmy also played a role. It seems l ike ly  

to  me that res torat ion of confidence in recent mnths has alw contributed 

to the sizable rebound i n  Ml velocity i n  prospect for  the current quarter. 

Thus, it is not very c lear  that the current weakness i n  MI-particularly 

with M2 and M3 i n  l ine  with anticipations-should be interpreted as itself 

signaling a need for  reduced reserve pressures. 

I am afraid,  M r .  Chairman, that w e  are still in  a s i tuat ion where 

ne i the r  t h e  mnetary aggregates, nor in te res t  ra tes ,  nor the econany a t  large 

can  be said to  be giving unequivocal s ignals  for  policy. Which of the three 

al ternat ives  for policy presented has appaal w i l l  i n  those circumstances 

necessarily r2eper-d on judgments about the whole econanic situation-but, 

if  I might venture, including a judgmnt  a t  t h i s  time about whether we are 

or are not entering a period i n  which the risks of a resurgence i n  infla

tionary pressures are beginning to overhalane the r i s k s  t h a t  recovery 

w i l l  f a l l  away to  an unsatisfactory pace. Even i f  no change is made in  the 

i n i t i a l  borrowing assmption for  establishing reserve objectives, such a 

judynent about the r i sks  of inf la t ion re la t ive  to recovery would also 

influence t h e  kind of r e spnse  that the Cannittee would desire  i n  face of 

unexpected variations i n  the mnetary aggregates-symnetrical or asymetri

cal ;  i f  asymmetrical, whether mre sensit ive to a strengthening or to a 

weakening i n  the aggregates. 




